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ABSTRACT 



inv 5^ «** sta » »* codes treat employer investments in human capital more favorably than 

expenses from Ubor operating costs, this preference-whfch could be equivalent to a subsidy n f T^r^TTV. 

reasoning or empirical evidence, for further subsidies to encourage enmtoraiTSvea morata toe* 
workforces. The evidence of overall umiermvestmeru in the UXdoJwtaSy tnl thesis un^vestment 

Ti??J?T g W ^Ptoycr-pravided training rarely compensates for poor 
cducanon-indeed, it is concentrated on those employees who are relatively weU^ucattd. And then- ». nrt 
compelling "social externality- reasons to subsite on-the-job training. ^ And there are no 

,„ ;-..J <CauSe <!m E l ° yer tra !! li,,g 11 «""plemenoiy 10 basic educaiion, the best way to encjurase emntovn. 



INTRODUCTION 

I am inclined to think that the corporation that is not in the business of human development 
may not be in any business. At least, not for long. 

William S. Vaughn, Chairman, Eastman Kodak. 1972 

Many skills are learned cn the job-paid for. at least in part, by employers. 1 Recent estimates placed 
employers investments in their workers in 1985 between S66-S210 billion-compared with total public 
JSl^S ^ levt ^ education and training of between S232-S254 billion. 1 In addition, households 
invested $43 billion on education and training, not all job-related 

About two-thirds of those trained by their employers acquire their skills in-house-on-the-job or through 
structured programs offering credentials to graduates. 1 About one-third are trained in institutions outside the 
firm, some skills are specific to the job, such as learning office procedures or production techniques, while 
others can be applied much more widely. Most training imparts both specific and general information. 

Employer-provided training appears to increase earnings more than any other type of training, and the 
effect may last for up to 13 years/ It also reduces the likelihood of experiencing unemployment and the 
average duration of unemployment more effectively than other types of training. 

to rh* HZ 1 ??* °M? V ? tmen iJ? H***! h 7 "Pf»** a PP ean » growing. 1 In part, this is the response 
Tan TfindT^ demanded by technologically complex jobs.' Rand researchers Lee Lillard and Hong 

Rapid technological change in an industry increases the probability of getting managerial training 
and training from in-housc sources such as company programs or OJT. especially for the most 
educated, but deceases the probability of getting professional technical, and semi-skilled manual 
training, or training from external sources such as business, technical, and traditional 
schools-.possibly because skills specific to new technologies are not readily available outside the 
firm. 



Unfortunately, there are no accurate estimates. Anthony Camevale reviews different estimates in 
Employer Investments in Training, Part II; Washington. D.C.. American Society of Training Institutions. 1984 
part 0. In ' addition, Camevale made his own estimates based on the Survey of Participation in Adult 
Educaoon (SPAE). Jacob Mincer estimates the level of investment between S105 and $210 biUion-includina 
die employee s contributions of foregone wages-sec Human CapUal Investments and the Labor Market 
Adjustments to Technological Change, paper prepared for the Institute on Education and the Economy 
Conference on Employer-Sponsored Training, Alexandria, VA, December 1-2. 1988. 

May \988 ff Tl29tT CChn ° l0gy AsSCSSment ' Technolo & the American Economic Transition, U.S. Congress, 
1 Camevale, Op. Cit, p. 37ff. 

' ^^J-^ and Hong Tan. Private Sector Training: Who Gets it and What Are Its Effects, Santa 
Monica, CA, The Rand Corponmon. Report R-3331. March 1986; mi Siephen L. Mangum. "Post-School 
O-cupauonal Training and the Private Sector." Working Paper WPS 84-39, Ohio State University May 1984. 

Unfortunately SPAE survey data techniques have changed making it difficult to measure trends with 
any confidence, see Camevale, Op.CiL 

Office of Technology Assessment, Op. CiL, and Lillard and Tan, Op. Cit 
7 Lillard and Tan, Op. Cit, p. vii. 
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Increased training also reflects workforce shifts fioci sectors in which employer-provided training i- 

bSSHIL?? ""VJ*?* I! U reladvc,y more ""W*' ^ • educarion andSg are 
becoming more important in federal and state development policy. At the same time, a growing number of 

Z^LZ*™* F"** * busine «f s which typ^caUy provide less XS^K do 

larger companies-relymg, instead, on hiring away from larger firms or on external training programs.' 

^nJHHZS^'^ 9 Strettgy has ^ U S " ^P** 7 *« better ways of reaching our national 
economic objectives? This paper explores three questions: 1) Do federal and state taxes and reLlaUonsT 

ffn^? C , P ? Vate e , mpl0yCrS ^ c£ficicnll y * enough in their workforces? 2) What are the 

econonv ^nd social arguments for public support of employer-provided training? 3) If public subsidies were 
to be c d for workforce investments by employers, what is the best way of offering diem? 

HOW DO WE TREAT EMPLOYER-PROVIDED TRAINING? 
A man at work in his trade is the e^ual of the most learned doctor. 



Hebrew Proverb 



fh a n JS^i ^ State 7* P 0110 * ^Ptoyw* investments in human capital more favorably 
bSfS^ST"^ ? pUuU ^P 8 ? 1 * ^ ^ m °* ^POrtant, much of the costs of training 
mLf^Tn^^?^ 0ff T?. 611 * cy iBCun « | )* whilc investments in plant and equipment 

must be depreciated (written off over ume). , « Second, for those employer-trained workers who aVeZued in 
public education insQOitions in formal programs, part of the cost is borne by the taxpaTera « lar^ 

fDerhJ^^i^TSr ™ "^J" ^ ^ < l > <*« ««■ of paying the trainer 
^V ff »"* 30 Propnetary or public training institution or the costs of creating an in-house 
S^*®, 1 ? loss , of 0ut P. ul wlule em P^yee is training rather than working ; and 3) any timeand 
effort invested by employees for which they receive no compensation (or training ratfier than «ijovSS leisure 
Tn^^ n<htma in "J* ^J***"* «» * Sensed in the yea? in wluch^yTmai 
S ^£h? T™ 35 * m ^P 1 ? 3 ^ P^^V benefits many years into the future. The costs 

of creating the in-house training facility must be depreciated in the same way as all plant expenditurel 



i a r yl Caracv ^ e ' °P- , CiL ; P- 7 « esomates the following trainee concentration indices for sector* in 1981 
(defined as each sector's share of the nadon's trainees divided by the sector's share of totlf employment): 



Public Administration 23 

Mining 2.0 

Finance, Insurance, Real Estate 19 

Transportation and Pub. Util \2 

Services j q 

Manufacturing Q9 

Trade 0J 

Construction 04 

Agriculture 0^2 



. . y . 7 ?. Cre J 8 ^ fere, S wamates-Hlepending on the data base used: David Birch. The \merican 

Job Machine New York. Basic Books, 1987, for estimates based on incorporations; Mark Popovich aTd Terry 
Buss. Sew Bignesses and Job Generation in Iowa. Washington, D.C., Council of State PoUcy and Pbnnira 
agencies. 1987, give a more complete picture of job generation, based on surveys of ail new businesses. 

18 Depreciation is not a mechanism Lhat allows an expenditure to be deferred, but a way of offsetting an 
expenditure that has been incurred against income when compuung taxes due. 



Subsidy 1: Employer! Can Expense Investments In Employee-Trainlng 

tmrnJ^S^m^StSSSS^ **** ^"ST* » <"*< «^ with the 
paying wages wh^LvL? SS.^S ° ^ muly , <* "» »«» of nothing more man 

expenses would 

and 33^^v!TS^^tJSr Sh0n " e '™ 

of capital thai raise or Iowa tta Sl ZS'" < l? 0 H n \ m ?> r """"to » <»e depreciation 

— — - A tA^ll 1 ^^^^^ four - 

Subsidy 2t Employer Training in Public Institutions is Often Subsidized 

pub* ^$3%^'E££ ^ S c^E^lo^L^' ionl ••r , ° f *°* " 

much less than the full cost of tetratog. Employers tiequently pay these irmitutiotu 



becaJ* to*T2&££^£*^™* ™> — *« « value on expensing 
of d^SSSTi IS c^jKlToi^ p^ 8 °" *~ 

be paul on the rorai financial gain, even if much of the gain IEJtaSbh?££!£. P 5 "* 

Cos, Recovery (AClWrecSor^^ * ?, *»* *« A «"«*«» 

Jie relationship between depreciauon schedules and tme depreciation rates. -pc..«s upon 

IJ Neutral treatment of depreciation would allow comnanies to dednrr in ,h. n . 
of future depreciauon provisioni-S800 for each $1000 iavS^^S t^J* *c present value 

examp e, and S667 for tetvvear i«i.r« LaLiT JTI J2 Lhat depreciated over five years, for 

Corpora^ Income Tax- A l^^ute^rL^^; 7*? Imegraiion md che ' New Vi ™' * *e 
Taxation. Columbus 6hio l*SUi?TEr^CS^to* »^ ^ ^ ^ C "*™" «" 
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There are no estimates of this public subsidy because there are no nationwide data on company-jpccific 
tratning programs offered by public institutions. In some communities, Vc-Tech institutions charge local 
employers full operating costs (instructional costs, materials, heat, light, etc.) for courses that are not pan of 
their regular cumcuJum. They rarely charge overhead costs, however. In other communities, special courses 
are offered for low fees as pan of local effort to attract and retain industry. 

CONCLUSION 

Overall, federal and state tax codes treat employer investments in human capital more favorably than 
investments in physical plant and equipment. The most important advantage is thai training expenses can be 
expensed immediately, rather than depreciated over time. Because of the complexity of separating training 
expenses crora labor operating costs, this preference is not subject to the vagaries of tax reform. 



DO EMPLOYERS UNDERINVEST IN TRAINING? 

By nature men arc nearly alike; by practice, they get © he wide apart 

Confucius, 4th Century BC 

Economic development is promoted when we invest in assets that yield the highest total rates of return. 
Investors can choose among many different types of investments-from short-term liquid investments in the 
snares of established companies to long-term venture placements in new businesses, from investments in next 
year s harvest, to investments in the next decade's workforce. Investors choose among competing 
opponuiuDes based on their expected relative rates of return. For human capital investments, the emnloyer * 
weighs the difference between the added productivity and the training costs plus any net increase in wages 
paid to retain employees (workers will be prepared to accept lower wagas whiie they are receiving training 
but may require higher wages to retain them afterward). - 7 8 *' 

Employers are likely to underinvest in training: (1) if costs of the investment are above their true 
costs (as mi gin occur if the cost of borrowinj were artificially increased by taxes or regulation) or (2) if 
the returns are below the true -returns" (as might occur if employees left when they had completed their 
training). Arguments to support public subsidies, therefore, rest on finding some public benefit associated 
overlook? " PrOV1(tod tra " ling ^ empioycc and ^ m &>y* arc unable to capture or systematically 

If employers uo underuivest in training, public subsidies for training may promote growth The six 
arguments advanced most frequently about why public and private costs of. and rates of return to, training bv 
employers may diverge are: 5 7 

1) Employers and employees in the United States underinvest in all types of assets because the 
savings rate is low, because the federal deficit has absorbed a large share of private savings or 
because distributed corporate income is taxed twice. 

2) Because individuals invest too little in education and training, companies should be encouraged to 
fill the gap. 6 

3) Employers underinvest in training their workforce because workers can easily leave to work 
elsewhere before the employer has recaptured the benefits of the training. 

4) Subsidies are needed to encotingc employers to hire and train economically disadvantaged people. 

5) Training provides societal benefits broader than those racial in increased productivity. 

6) Fmployers may be able to provide training service: more effectively or efficiently that public 
education and training programs. ' 



5 



9 

ERIC 



The most convincing evident* for underinvestment would be rates of return to training far hiiher rhan 
for other types of investment. Unfominaiely. empirical estimates range from 4 mm^&^ ritoLuU 
overinvestment--* 25 pertent-which would indicate underinvestment.* Simply S ™mZ™*£2? 
training »s important-and its importance may be growings not distort ^ rdSuTS^n^^^d 



Argument 1: Wt Save and Invest Too Little 



Debate amon- economists in the past decade has centered on the need to encourage saving and 
mvestrnent. It has been predicated on the observation that the U.S. has a much SvernS offing than 
other developed countries and, as a consequence, invests too little." In 1982^<*Wn3e SVoECD 
reported gross nonresidential fixed capital formation in the U.S. abated Sy^3 Srcwt of , mm 
d ™" a 'P^*^ ^ 23.9 percent in Japan." Federal tax reductions Tl^and I reK m ifSTwere 
justified by the need to stimulate savings and promote investments. 1 * 

. an ^ f i t ^°i ^Policy have argued that the tax code subsidizes consumption at the expense of investment 
by allowing deducnbiltty of consumer debt interest payments (phasednjut beginning since 1986) ^j™* 1 ™" 1 
subsidizes investments in real estate relative to "productive assets- (although deducubSry of mortgaJe interest 
payments was limited u 1986).- In addition, the double taxation of sav^mcle and corpSLS 

iiinuiJ^in^.f™^ ° V " ^ S f on the result of the insidious 

influence of inflation on effective tax rates. By reducing the real value of allowances and creating "papeT 



Mincer. Op. <X Table 13. 



inriul ^"^^ V,™: J 0 ™* *? more influential books from both ends of the political spectrum 
include: The Business Week Team, The ^industrialization of America, New York, McGraw HUL 1981 
Uster Thurow, The Zero Sum Society, New York, Basic Books, 1980; Ira MagiS^ RobotRekL 
Minding America's Business, New York, Harcourt, Brace Jovanovich,1982; BanTBiuesmne and B«u* 
Hamson The Derealization of America, New York, Basic Books, X^oJ^S^l eTL 
Industrial Policy Debase, San Francisco. Institute of Contemporary Studies, W^dWdSrdB MclSL 
The American Job Machine, New York, Universe Books, 1988. McKenzie, 

May 7. lS^ 3 ^? Kcischnick ' Taxes «•« Growth ." 7V»Mw«. Vol. 23. No. 6. 

" See Committee on Ways and Means, Tor Incentive Act of 1981, U.S. Congress Julv 24 iQSi and 
for c descnpnon of the passage of the 1986 Tax Reform Act; see' also Jeffrey £ Ku^and Urn S 
Murray, Showdown at Gucci Gulch, New York, Vintage. April 1988. °"™aum ana ,uan 

» The classification of real estate as unproductive raises difficult questions. Houses are among the mr« 

^"Z* f S° n L umcr . durablM 2041 > idd a 3trea,n that are extremely imponSt £ faS Sin^e 

the end of aU production is consumption, housing is arguably as productive as any SwiwSwSSV 



4 i",A5£ Cb !, el Boskin ' ' Taxa Qon. Saving, and the Rate of Interest," Journal of Political Economy VoL Sfi 
^n 1978> , **» ^ ?* C0dc cncoura ^ corporation to i|JTto£S^^ 

and to overlook long-term investments in the pursuit of high quarterly earnings ir/order to avoid 5S£« 
(see. for example, Robert Reich, The New American Frontier, New York, Basic Books 1984) Therein 
however, only anecdotal evidence offered for this. 
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gains." inflation greatly increased the real rate* of taxation on income from assets." Since 1980 however the 
rate of inflation has fallen by more than 60 percent ' me 

As *,* s " iu ***** studies have questioned the extent to which the U.S. underinvesta. By one estimate 
over one-half the wealth of the U.S. is held as human capital-higher than in any other country » Yet 

Si U S,T , , 0f »?T^ Capittl * »««tiontJ comparisons of savings and investments. 

The relative y high investments in education and training in the U.S.~a large pan by households and 

^ C £ C3 "; Cad "? * un ? ercounl *» ovcrail *** of ttvia P and investment relative to countries that invest 
more heavily in plant and equipment 

~ •. i U the ^ S - 100 UttIc ' U wo litis in all assets-not tuerely in the type of human 

capital acquired on (he job. The appropriate policy would be to subsidize savings or all types of "Droducpv e - 
lnvestments-not to subsidize the one type of asset that is already subsidized heavily. 

Argument* Since Individuals Invest Too Little In Educating and Training Themselves, Companies 
Must invest More 

incurrJ^T^^t 1?^ "? ^ U " «P"*" ui terms of me direct costs 

ntoT£^.^2« investors-the ninees-must commit; they must be present to make the investment 
often for long hours over many years. Financing these invesnnents is not easy because they are risky Will 
the investors be able to team the skills they are taught? Will they find a market for those skX? Because 
T ,k U T ***** off« security. While machines or buildings can serve a7 

SS? 5" ^ fmana . lhc,r acquisitioit hum. capital cannot Without public intervention, our 

* «inin« would depend upon the financial resources of family and Wends. The 
existence of student loans and general public subsidies to post-secondary education attests to the problem 
people may have in financing education. Further subsidies to employers for training may be less productive 
than expanding existing student grant and loan programs. * ; H 

The tax code influences individual investments in coining in several conflicting ways. First the costs 
?i ed , U ? 00 ? Qr K 7 auun « 001 "> P*** occupations cannot be deducted from personal meow when 
calculating taxable income, This discourages retraining. While the exclusion avoidi^sXtog 
^T^ZJ^'Z" W?" 1 snjJenu w fnn>ugh the ax code, many of us must learn new occupations or 
extend our educauon to escape from unsuitable or unrewarding jobs. This policy discourages individual 
investments in new training even when such training may be appropriate. 

Second, foregone income-wages lost as a result of enrolling in a training program-is expensed 
immediately (no axes are due on income not earned!) - For most formal post-secondary traininVforegone 
income may be the major part of the costs of the investment 8 

income ax reduces the returns to investing in on-the-job training (OJT), but it also reduces 

S rSSJS?! f"* ^ 10 ^ ^ ^ cffect appeanVpreoimuU^vey 
Rosen found that a decrease in the marginal [personal income] tax rates of one-third would decrease the 



a Martin Feldstein and Joel Slemrod. "Inflation and the Excess Taxation of Capital Gains on r^momt* 
Stock," National Tax Journal, Vol. XXI, No. 2. pp. 107-118, 1980. P Corporate 

», I U S - S 0 **^ Jcint Ecc " cmic Commiace, Economic Growth and Toiai Capital Formation 
Washington, D.C., U.S. Government Printing Office, 1976\ ™"n«no/i, 

" The personal income tax subsidies of investments m education are discussed in detail in Stephen P 
Dresch, Human Capital and Economic Growth: Retrospect and Prospect,- in loint Economic Committee ' 
D°Sy 24 1977 Economic Growth from 1976 to 1986: Problems and Patterns, Washington, 



incidence of OJT among white males by 2.4 00^6™^"* Therefore rfv» ;tvn««— - • 
lie I960, and 1970, reduced the ^^^^y^^^Z^ZL1 l TJ a ra ." durin l 
capital a* people inveated to increase UMi, utcom^O&ff. totSto C Z X"! T" 
canal out-taxation diatom both deciaiom away horn theTfira I bea^? SSTwa^ZS ^l," 0 If' 
result, of current research, whether the fcvel o/employe, utvSS aboTTbetow Mr 

Argument 3: People Art Mobllt 

A man who has a iradc may go anywhere, 

Spanish Proverb 

Employers have no guarantee that workers in whom they have invested will not leave iter mini*. 

cotnreaS'htZ SMSS!' vl^Car^^^ » 

be cJprt^iT'S^ tends to 

exponent ^jecnnSugS ^.taKKSf^tSea 
concern over the adequacy of training ha, been voiced. LfllanJ and TaSta ^If!Jflf^ ^ 
in iiduatrie. eaperiendng high productivity gmwth were Kce* th£ >v« M ^> ^J^TZ WOriQ "« 
company training and OJT were important at beir currentor Est ioh^^SLS-?^ ^? P rcv " 5,u 
more intenave OJT, and that the uaVofa^Sf ^S™£L^a Z^ISTJ^! 9 ^ y J° pn T ie 
found avenge quit and Uy-off rates aca^ytoSertoSdS^^ftS J^t'^?f ^ Pa 7' u ^ 

asr were 1614 * ^ woaot ■ ^^«tr v wT »iST 



d Harvey S. Rosen, Taxation and On-theJob Training Decisions " Th, r r 

S/a/taicJ, VoL 64, pp. 442-149, August 1982. "«=is>ons, 77* /?^^ 0 / Economics cM 

For a recent discussion sec Martin Neil Bailv and Alok K r .^imKo«; f 
MtefM, Crisis. Washington. D.C.. The Btooli^ fi^ 19S ^ WamM ' ^ '* 

9 UUard and Tars Op. Cil, % vii. 

" Jacob Mincer, "lob Training, Wage Growth, and Labor Turnover " unnnhiuh^ ™ w 

University, May 1988. Donald Parsons, "Specific Human Op Z ApiJSSSl^oTS'i?^? * 
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Therefore, employers can use implicit or explicit contracts-embodying promotion, higher wages, 
greased job security*- to discourage quitting.* These contracts allow for greater flexibility in capturing 
benefits than patent policy and antitrust law allow to firms investing in research. A successful contract 
between employer and employee must 'embody a delicate balance of encouraging mobility in response to 
permanent changes in demands and discouraging it for temporary shocks."" Employers can reduce the risks 
of losing recwtly- trained employees by requiring them to repay the training costs if th«y leave before a 
specified period. Employers can aiso require employees to pay part of the training costs; or employees can 
take classes after work, thus losing leisure time, not work time. 

Employers can share the benefits from acquiring skills through performance bonuses. Employees 
would be reluctant to move to another employer where their skills, both job- and occupation-specific may 

Sn^h^^T* r 1 "T*** ""V 8 "* bonu ~ ta J W <he>«uer the ^emTonZiob 
training, the greater die share of earnings that are received in the form of performance bonuses. - 

We do not know how effectively employers can use the variety of contracting strategies to recapture 
to benefits of the training they provide. The low turnover data cited above-in industries with above average 
OJT investments -does not suggest that employer mobility is a major problem. 

Although people are mobile, the equipment on which they are trained may not be. A growing number 
of suppliers of equipment appear to offer extensive training to the employees of their customers. Therefore 
the cost of training may be shared between companies installing new equipment and companies supplying that 
equipment. Supplier companies profit by pointing out the advantages of complementary investments in 
equipment and training to potential customers. 

Argument 4: Employers Need Incentives to Hire and Train the Disadvantaged 

1^ of education or job skills is, perhaps, the single greatest handicap of the economically 
disadvantaged. Public training programs have failed to remedy the problems of most of the 
nard-to-employ » As a result, private firms have been offered direct subsidies and tax incentives to hire and 



. * « 77lc . t i! eo P r ^ J" unior employees as a "third party" to employer-employee contracts is derived by 
m ^T 1 ^^, ^™ Specific Human Capital and Promotion Ladders," Bell Journal of Economics, Vol 
to, No. 2, pp. 231-258, Autumn 1983. 

" Rosen defines a contract as: "a voluntary ex-ante agreement that resolves the distribution of 
uncertamty abou. 'he value and utilization of shared investments between contracting parties. The contract 
specifies precisely the amount of labor to be utilized and the wages to be paid in each state of nature, that is 
conditional on infonnaaon (random variables) observed by both parties." See Sherwin Rosen, "Implicit 
Contracts- A Survey," Journal of Economic Literature, VoL XXIII, pp. 1144-1175, September 1985. 

» Ibid, p. 1171. 

" The cost of enforcing this contract may be high unless employers withhold salary for a few years. 

* Masanori Hashimoto, "Bonus Paymems, On the-Job Training and Lifetime Employment," Journal of 
Political Economy, Vol. 87, pp. 1084-1104, October 1979. 1 

14 More than half the welfare population and three-quarters of the long-term poor have not mduated 
from high school-see Robert Friedman and Stephen Quick, Safety Net as Ladder Washington DC Council 
of Sure Policy and Planning Agencies, 1988. ' "* -* J *- U 

» There ^ are many analyses. See Sar A. Levitan and Frank Galio. A Second Chance: Training for Jobs, 
Kalamazoo, MI. W.E. Upjohn. 1988 ("Short-sighted policies have led JTPA into a blind alley"); James 
Bovard, "The Failure of Federal Job Training," Cato Institute Analysis, Washington, D.C., 1986 ("Federal job 
training programs have haimed ihe careen of millions of Americans"); Nancy Dickinson. "Which Welfare- 
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^«»rK)micallyHllsadvintaged people-doing what David Keams, Chairman of Xerox, has called 

training would motivate participants more effectively than attending traditional dasMnT «SLi k« 
SdiSn^T^ a***™ ■* Training Act and it. f^rXTTr^^^^t * 
workers by forcing employers to substitute higher wages for lower wages coupled with OJT.* 

Overall, these hopes have not been realized. The workplace does not aoDear to te the h~t niar- m 
remedy a lack of basic skills. As a result. OJT for the disadvantaged^ i no tSc^ wa^^ P ^h »nH 

*taK^£2?£2 Even under CETA? people ^W^fom^L^m^SnSg 

ui oasic stalls enjoyed more enduring increas*- tn income than those receiving OJT?" * 

1# -„„ W ?*? Subsidies. Welfare giants have been employed for 15 years as wa*e subsidies.** r n th* io-wv. 

tn the first year, managed only 372 because few willing employers cWfor^S^ Th^ThTve hSft 

and iniW, 0 ^^..^ ° f P rovidin 8 P°° r P~P ,C employment experience and OJT is laudable, direct 
and indirect subsidies do not seem to be an effective way to achieve it Most pamcioants laTbask sK? « 
fcfiaency underlined by their eligibility for the subsidy. OJT is no subsutute SmS^S^lt^ 
education and for providing the poor with basic skills. u»»uuiw ior more enecuve K-12 



Work Strategies WorkV Social Work, VoL 31, July-August 1986. 

Studies, WML ^ °* ^ DOy,C ' WMni tht BraUi RdCe ' San Franci5C0 ' l ™™ <* Contemporary 

" Masanori Hashimoto. "Minimum Wage Effects on Traininff on the Jnh • tv. a~~„ „ r 
Review, VoL 72. No. 5. pp. 1070-1087, December 1982 * ° 6 ' ^ Awnal " £co/u?/mc 

Robert Taggart A Fisherman's Guide, Kalamazoo, MI, W£. Upjohn Institute, 1981. 
" Ibid. 

S«JsSS^L m fr ° m ^ U ' S - DCpanmCm 0f Health Huma " Sc ™^ under Section U1S of the 

CMS rrojec* in ,He 

New 'Yor^^DRC^M^ J^98^. ^ Ca ^^' Ro *" ^ ^ «- 
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Argument 5: Training Meets Social Objective Beyond Those o: Increasing Employee's Productivity. 

Ubor is prior ov and ^dependent of, capital. Capital is only ibe fiuit of labor, and could 
never have existed if labor had not first existed. Labor is the superior of capital, and deserves 
much the higher consideration. 

Abraham Lincoln, 1861 

„..kiv Edu< ?! ion *™? " wel1 as economic objectives, those supporting public funding, if not the 
pubhc provision, of education have argued.** The common experience of basic education has been felt w be 
vital to producing me "social or public benefits of educanonMhat would have bSdStaT torture £ T 
S,^; S <*°<*> conm ^te to the equality of social, economic and political opponuaid? and 
contribute to cultural and scientific progress. 

tminiJfJ^^ft^"^ 3 C f not te ***** employer-provided training. The outcomes expected from 
training are very different from those expected from K-12 education. Public education is universaland 

nSfVZ* with ^ basic ri « nl of P™ 13 w Muenc « "eir children's development The 

conflict, Henry Levin argues, was solved through a compromise: "Private differences were permitted in an 
overall system of common schools established within a broad institutional structure of formaleducauon and 
compulsory attendance requirements. '** 

^Ptoycr-provided training ii neither compulsory or universal. Subsidizing employer-provided trailing 
would increase rather than reduce the inequality of distriuution of human capitaL EmpIow-SuTsmeT 
by one estimate, less than one worker in eight during a year- All employed are nor equaUySe? £ off er 
aaimng-large corporations invest more heavily than small and new businesses. 47 Men. whites, and better- 
educated employees are trore likely to receive training the training than women and pooriy-educated 
employees. Employer-provided training is not an avenue through, which broad social objectives can be 
addressed effectively or equitably. J 05 

Argument 6: Employers Could Provide Vocational Edacatios Better than High Schools 

European counties use apprenticeships extensively. High school students mend part time in school 
ST iS? T? \ workplace in formal training programs that may last several years. The classroom, it is 
felt, cannot teach certain work skills as well as the factory of office. 1 

Success with tfiis approach depend on creating ■apprenticeship doorways" into many different 
occupanons. Banks, food processing firms, hospitals and other employers would have to agree to create part 
ome posiQons for apprentices, to create a structured environment for those apprentices, and not to create other 
entry points into the same career path. At the same time, schools have to surrender some of the 
responsibility and the money for training apprentices over the age jf 15 or 16. NoyeUe reports that, as the 



° Henry M. Levin, "Education as a Public and Private Good.- Journal of Public Policy and 
Management, Vol. 6, No. 4, pp. 623-641. 

* Ibid, p. 630. 

41 Ibid, p. 631. 

44 Camevale, Op. Cit.. p. 26. 

47 Ibid. 

a Lillard and Tan, and Mar gum, Op. Cit. 
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technical qualifications for jobs grow and as the flexibility demanded of the workforce increases France is 
moving away from apprenticeships, and Germany is moving it back into the classroom.* 

CONCLUSION 

Employer-provided training is important for the overall growth of the economy and an important way 
JL™"? P~P( c ■«!•»" capital. There is widespread support for encouraging employers to 
invest more heavdy in training. But there is no evidence-either from a priori reasoning nor empirical 
evidence-that employers underinvest in training today nor why they would systematically underinvest. It is 
therefore difficult to judge now we could best offer further encouragement to employers since there are no 
obvious reasons why they should be discouraged. If the U.S. undersaves and uriderinvests overall the 
problem should be tackled at the macro-level, not by subsidizing one type of asset Employers can negotiate 
imphat and explicit contracts to capture the benefits of the training they pay for. Employer-provided Saining 
rarely compensates for poor education. And there are no compelling overall social reasons to subsidize 
training, 

h Jl!! V f nhcICM ' many fm P Iovcrs must try w HU vacancies with people lacking basic skills that should 
«!* if?™ i. L" 1 . SChooL . T^ 1 markcu in many parts of the nations during 1988 offered people 
with high school diplomas choices of jobs and careers. They offered far fewer opportunities to less qualified 
people. Employers may not be the ideal trainers, but, in for many people, they may be the only available 
ones. 



HOW COULD EMPLOYER-PROVIDED TRAINING BEST BE SUBSIDIZED? 
We may give advice, but we can never prompt behavior. 

La Rouchefoucauld 

If national policy were directed at encouraging employees to invest more heavily in training and 

hl^3 ™i "^ qUC ? 1* rao * **** ^ Mmt approaches have been employed 

by federal, state, and local agencies and institutions. These will meet the overall goals of promoting 
development and expanding opportunity if they are: targeted to types of training or trainees that yield pubUc 
as weu as private benefits; effective in encouraging employers to train workers that they would not otherwise 
tramr*fwro/ in not inducing unprofitable new training while failing to induce profitable training, * and easy 

Although evaluations that assess how different mechanisms perform against these criteria are rare we 
can judge some of the strengths and weaknesses of four approaches: 

Broad tax subsidies for hiring and training new workers. 

Targeted subsidies for hiring and training economically/ developmental^ disadvantaged workers. 
Subsidies for "customized* training provided by public postsecondary institutions. 
Making people more trainable. 



:rry Noyclle, Skills. Skill Formation and Competitiveness, Paper prepared for Institute on Education 

" This definition of neutrality for incentives is analysed by Arnold C. Harberger in "Tax Neutrality n 
Investment Incentives," in Henry J. Aaron and Michael J. Boskin, eds, The Economics of Taxation 
Washington, D.C., The Brookings Institution, 1980. 
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Broad Tax Subsidies for Hiring and Training 



Tax preferences are administratively the easiest subsidy to offer and may encourage employers to 
increase the level of investment in mining. But the cost for each additional dollar of investment may be 
very high and incentives are difficult to target and usually favor short terra investments. 

Tax Incentives do change business behavior. Analyses of the investment tax credit and the research 
and aevelopment tax credit have found strong impacts on the overall level of business investment and on 
research and aevelopment activity, respectively." 

The IRS has implicitly admitted thai it cannot measure actual OJT expenditures and therefore finds it 
tlifficult to avoid subsidizing all employer expenditures for training. If all wages during the first six months 
on the job are eligible for a credit, employers can profit by firing people into order to rehire new people 
whose wages would be eligible. They can also profit from increasing the number of low-skilled high-turnover 
positions relauve to the number of higtwr-slcilled, lower turnover slots. It proved impossible to limit the New 
Jobs Tax Credit, enacted in 1977, to "net increases" in training, and so it was offered for any increase in 
payrolls. As a result, claims for the credit 6r exceeded prior estimates although few new jobs were created.* 1 
Employers collected over $4 billion in credits in just two years, frequently by "churning" their workforces." 
The State of Michigan has recendy introduced a tax incentive for training, allowing companies to write down 

. ulcre » cosa for Ioana taken out to finance employee training. Loans will not be eligible until 
1989, so it is too soon to tell whether this incentive will prove practical. 

Tax Incentives art not neutral Unless they are proportional to the length of life of the asset, they 
will distort invest decisions in favor of short-term investments relative to long-term investments." 

Tax incentives would harm the prospects of the disadvantaged. Individual Training Accounts (ITA) 
are a tax incentive that has received considerable attention recently." ITAs are analogous to Individual 
Retirement Accounts (IRAs), would include matching contributions from both employer and employee which 
would be tax-exempt, and could be withdrawn without tax penalty to finance training or retraining if the 
employee lost his job or if job loss was threatened. 

ITAs would be very expensive after a few yean because the tax exemption would support much 
employer-provided training that would have occurred anyway. ITAs would also be inequitable because lower- 
income employees would be the least likely to have paid into an account Any broad-based tax incentive for 
employee training, for example, would probably encourage employers to hire "trainable" people to replace the 
disadvantaged because the latter are not preferred trainees for most employers. 



_ . _ Hc ?y 1 Aaron a 00 " Josc P n A. Fechman. eds.. How Taxes Affect Economic Behavior, Washington 
D.C , The Brookings Institution, 1981, and Eileen L Collins, An Early Assessment of the Three R and D Tax 
lm mves Provided by the Economic Recovery Tax Act, Washington, D.C, National Science Foundation, 1983. 

* Robert Tannenwald, 'Are Wage and Training Subsidies Cost Effective?" New England Economic 
Review, September/October 1982, pp. 25-34. 

* Emil Suniey, "A Tax Preference is Bom: A Legislative History of the New Jobs Tax Credit," in 
Henry J. Aaron and Michael J. Boskin. The Economics of Taxation, Washington, D.C. The BrooJunas 
Insntuuon, 1980. ^ 

* Harbcrger, Op. CiL 

Dr. Pat Choate and lone Linger, The High-Flex Society, New York, Knopf, 1986. 
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Targeted Hiring and Training Subsidies 

Policymakers may wish to target training incentives to help the economically dLsadvantaeed. to 
encourage growth industries or to support declining industries. 

Targets* incentives may stigmatize the disadvantaged. The Targeted Jobs Tax Credit (which 
succeeded the New Jobs Tax Credit in 1979) provided employers with a tax credit tor hiring economically- 
disadvantaged youth." Initially, TJTC was used retroactively. Accountants determined which recent hires 
were eligible after they had been hired, and filed for the credit-indicating that the credit did not influence 
^. y "\ *?. ^gness of employers to use the credit feU-^niy 27,000 credits 

^l^^ 985 -" ChrcraU, being eligible appears to stigmatize recipients. Reviewing a demonstration 
program in Dayton, Brookings feUow Gary 8 unless condu/sd that "the amount of harm done by the voucher 
must have been considerabIe-..[E]niployers appeared to interpret the voucher as implying 'damaged goods."' 14 

The success of wage subsidy programs that have led to Increased hiring and training of 
disadvantaged people does not depend on the subsidy. Successful efforts to place disadvantaged people in 
private jobs have relied on the initiative of local social service or job training agencies. Existing programs- 
especially since welfare reform enacted in 1988-already provide enterprising local social service agencies with 
effecuve subsidy mechanisms. 

Among the hundreds of demonstration programs that have attempted to place disadvantaged people in 
jobs, those that work best are not those that otTer the deepest subsidy, but Cost that provide employers and 
die disadvantaged with the greatest support during the hiring and training process-so that personal problems 
(from arriving at work on tune to day-care) can be overcome.* Of the six WIN demonstration states ''see 
above), the most successful was Arizona, which offered me lowest hourly subsidy, and the least successful 
was Honda, which offered the highest. - 

New York's successful Training and Education Assistance Program placed more than mree times as 
many General Assistance recipients as ail six demonstration sijes combined in the middle of the 1981 
recession, in part because local welfare responsibility to the tasks of caseworkers. Private placement 
onamrauons. under performance contracts, have also proved effective because they, not the employer, assume 
responsibility for dealing with any adjustment problems of the workers.*' 

Sectoral targeting cannot be separated from the political process. There are no strong economic 
grounds for focusing training subsidies on specific sectors. High-tech industries already engage in more 
training than other industries." The curricula of Vo-Tech institutes already support their community's 
traditional economic base. Therefore decisions would tend to be political rather than economic. 



* For a history of the New Jobs Tax Credit, see Sunley, Op. CiL 

* Levitan and GaJJo. Op. CiL, p. 73. 

* Gary B unless, "Are Targeted Wage Subsidies Harmful? Evidence from a Wage Voucher 
Experiment," Industrial and Labor Relations Review, VoL 39, No. 1, October 1985. 

* Jerome Patchen and Roger Vaughan, "Using Welfare Grafts to Create Jobs," Journal of Health and 
Human Resources Administration, Vol. 6, No. 2, Fall 1983. 

a * R0 %?q Friedman ' The S< f et > Net « ladder, Washington, D.C. Council of State Policy and Planning 
Agencies, lyss. 

For example, see the description of Transitional Employment Enterprises, Inc., in Friedman, Op. CiL 
a Lillard and Tan, Op. CiL 
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An example of how political fact ors ma y dominas the targeting of training resources is given by the 
California's Employment Training Panel (ETP)-the most extensive state-financed training and retraining 
program. It is financed by a state surcharge on the Unemployment Insurance payroll tax yielding over $50 
million annually. 0 The panel includes representatives from management and labor and enters into 
perfom^ce contracts with firms that have laid off or win have to lay off workers. The final payment is not 
made until 90 days after the completion of tra'ning. Because subsidies may be paid to any firm which trains 
either unemployed people or those whose jobs are threatened, contracts tend to be with larger fixms and those 
firms with contacts on the panel Nevertheless, ETP employs more extensive reporting and monitoring 
procedures than any other customized training program ia the "*non 

Subsidized Contracts with external Training Organizations 

From the employer's viewpoint, the simplest approach may be to subsidize training in external 
organizations. The trainer-a local Vo-Tech, community college, or proprietary training institution-would be 
responsible for the paperwork, including determining which employees would be eligible and what types of 
training meet the requirements for the subsidy. Many employers already have close contacts with these 
schools. Many service delivery areas under JTPA contract through local private and public training programs 
for training specific to jobs with local employers. In 1957, North Carolina created and funded the first 
customized training Area Vocational Technical system. Forty-four states have followed this example. 

But linking public postsecondary institutions with local employers is not always easy, although the 
wide variations in ihe governance of post-secondary voc-ed systems among states makes any generalizations 
dangerous. Fust, voc-ed institutions may not be able to retain the proceeds from tuition charges-in 
Louisiana, for example, they revert to the state.** With no financial rewards for designing successful 
customized training programs, the entrepreneurial ardor of directors will be dampened. 

Second, most states have funded "customized' training programs as inducements to industry.** Only 14 
of the 45 states with customized training programs control the program through the post-secondary education 
or vocational education agency-usually because these agencies are perceived as unresponsive to industries 
needs or slow to respond to requests.** In 20 states, the program is controlled by the econonuc development 
agency, in six by the labor department, in two by a new public corporation, and in three by multiple 
agencies. As a result, customized training may mean little more than a temporary wage subsidy for an 
incoming firm, and does nothing to encourage employers to engage in more training or to use local training 
institutions. Neither does it encourage local institutions to find out what local employers need. 

Third, state education bureaucracies may require time-consuming approval procedures before local 
institutions can contract with local employers-especiaUy if any state funds, equipment, or facilities are to be 



_._ Artilur Youn &. Stud y ofiht California Employment and Training Panel, Los Angeles, CA, May 1985 
and Office of the Legislative Analyst, "Review of the Employment and Training Panel Program " State of 
California, Sacramento, CA, April 1986. 

Gulf South Research Institute, Post-Secondary Vocational Education in Louisiana, Baton Rouge, LA, 
May 1987. 

u Roger J. Vaughan. Robert Pollard, and Barbara Dyer. Wealth of States, Washington, D.C., Council of 
State Policy and Planning Agencies, 1986. 

" David W. Steven, "State Industry-Specific Training Programs: Design and Assessment Issues," 
Department of Economics, University of Missouri, December 1987. 

" Kentucky committed S33 million to "train" the workforce of an incoming Toyota plant-with few 
requirements defining eligible training, see David W. Stevens, "State Industry-Specific Training Programs," 
Department of Economics, University of Missouri, December 1986. 
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!S£ ~^r y ° ff T MMtoM J 1 * flexibility ^ purchasing equipment, hiring staff, and making 

otter expenditures in advance of payments from employes. * 8 

it, fc^S?™ ^ ba " iOT My . Crcale VT 1- oetterlble rtvyrSoth its students and 

to local employers. There are several successful examples of state programs that address these problems- 
although the absence of systematic evaluations make it difficult to assess how successSy:* 

The Bay State Skill? Corporation in Massachuseca-imitated by both Florida and Kentucky-is a public 
corporation that finances cooperative training ventures between local post-secondary education 
institutions and companies. 

towHias passed legislation allowing community colleges to issue bonds to finance industry specific 

The economically disadvantaged have benefitted luito from customized traimng programs After 
reviewing 45 state programs, economist David Stevens concluded: "States have been reluctant to use 
uidustry-specific training programs as vehicles for affirmative action on behalf of specific individuals or 
groups* 

Improving Basic Skills 

„ «raploy«-sponsored training is complementary with basic skills rather than a substitute for 

ttenv me best way to encourage employers to invest more in their employees may be to remedy the uoor 
quaiuy ^or absence .of basic skills by improving the academic performance of at-risk VtudemT and by 
strengthening remedial education programs. y 

M*mJ!E?!l* ?! Pr0 . Ve SCh00< P* rformanc « focus * increasing accountability. Corporations are 
52???1?IL!? ^ 8°. vemmpno 10 P*y raudl closer attention to primary and secondly education 
asues by the* growing financial mvolvement and leadership. Following me influential NafavRtoi most 

ut me rent? nT^SSfF , e< f no ™ call y disadvantaged. The governors' concern is reflected 
u the 1986 report of the National Governors' Association. Time for Results. 1 * It is too early to know how 
well the ensuing wave of reforms will prove/ 1 but approaches include: ' now 

mYS^hS CnaCttd 4 *? IBW * pro8ram 10 ^ P 8 *™ w *nd *etr children to 

Sf„E2£f 5 001 ? f ^ a wa y of encouraging school to compete for students by 

improving the quality of their programs. Arizona allows choice within school districts for high school 
students. Many states have funded magnet schools. 8 

M^uring results: The majority of states now prepare annual repon cards on their schools that are 
used to inform parents and students about their local schools and sometimes in budgeting decisions. 

Greater local discretion: Dade County now provides schools with lump-sum rather than lincitem 
budgets and allows actual expenditures to be determined by principals and teachers. Many states^re 
following the contract offered by Governor Alexander of Tennessee when he^sed w sch^o? 



- Ibid. 

* Ibid, p. 6. 



iooi" 0f .*£ Naliona l Commission on Excellence in Education, Nation ax Risk, Washington D C 

1983; and Nauonal Governors' Association, Time for Results, Washington. D.C., 1986 ^ mgt0n ' DX "' 

Wort, 1988, tW ° pubUcal:0n3 by ±c U S - ^P^ent of Education: Who. Vorks, 1986, and Making it 
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districts: "We will agree to regulate you less if you agree to be held accountable for how well you 
perform. " n 

Better teachers: In exchange for higher teacher salaries, several states such as Texas and Mississippi 
are testing teachers' competence and setting aside funds for professional development. 

Stronger curricula: Many states are developing stronger core curricula. 

Financial Incentives: Michigan offers financial bonuses for schools that show the greatest 
improvements in test scores among at-risk students. 

Remedying skills deficiencies requires tighter targeting of public training funds: At present, the 
Work Incentive Program and programs sponsored by the Job Training Partnership Act are intended to 
reduce people's dependence on public income assistance by placing them in unsubsidized jobs. 

Under JTPA, that involves relatively superficial assistance (placement rather than skills training) 
provided to the nr»st qualified among the eligible populanon. n Although the program boasts higher placement 
rates than did its predecessor (CETA), many, perhaps most, of those placed would have found work without 
panic.pating in the program." JTPA targeting was tightened in mid- 1987, but quarterly reports in mid- 1988 
showed little increase in the share of clients who were receiving public assistance or severely disadvantaged. 

Several states are targeting training resources more tightly. Michigan and California both require 
welfare recipients lacking high school diplomas (or their equivalent) to enroll in remedial education programs 
or in employment programs. Those who fail to enroll risk losing their benefits. Both are trying to reduce 
the ratio of long-term to short-term welfare recipients in this way. 

Focusing on the very hardest to employ requires careful testing of the ccu» H »-?nces--the weaknesses 
and the strengths-of those receiving public assistance.' 1 Individual commitment to the program appears 
stronger when people choose their own program: and are accountable for how well they perform. For 
example, the much publicized Employment and Training Choices Program in Massachusetts-which is 
voluntary-tests participant who then work out programs that may include education, training work 
experience, or placement," 

CONCLUSIONS 

Most of the effective mechanisms to encourage employers to invest more in training their employees 
are already in place. The challenge is to make these programs operate more effectively rather than to create 
a blunt federal policy instrument out of the recendy-refonned tax code. Overall, because of the strong 
complementarity between attainment of primary and secondary education, perhaps the best way to promote 
employer training is to increase share of students graduating from high schools and raise the basic skills of 
those graduates. 
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71 National Governors' Association, Op* CiL, p. 7. 
71 Levitan and Ga!Io, Op. CiL 
74 Ibid and Dickinson, Op. CiL 
71 Friedman, Op. CiL 
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